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OATH OR AFFIRMATION

I, Mendel A. Melzer , swear (or affirm) that, to the best of

my knowledge and belief the accompanying ﬁnanc1al statement and supportmg schedules pertammg to the firm of

Newport Group Securities, Imc. . |

of"

, a
December 31 ,20 05 arf‘: true and correct. 1 further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:
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This report ** contains (check all applicable boxes):
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No\tary Pubhc}

Facing Page.
Statement of Financial Condition. |
Statement of Income (Loss). }
Statement of Changes in Financial Condition.
Statement of Changes in Stockholders’ Eﬂuity or Partners’ or Sole Proprietors’ Capital.

Statement of Changes in Liabilities Subordinated to Claims of Creditors.

Computation of Net Capital. | \

Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

Information Relating to the Possession or Control Requirements | Under Rule 15¢3-3.

A Reconciliation, including appropriate explanatlon of the Computatlon of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation. | |

An Oath or Affirmation. i |

NfA (m) A copy of the SIPC Supplemental Report‘ ‘

N[A

(n) Areportdescribing any material 1nadequac1es found to exist or found to have existed since the date of the previous audi

|

**For conditions of confidential treatment ofcertgz’n portions of this filing, see section 240.17a-5(e)(3).
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Independent Auditor's Report

To the Board of Directors
Newport Group Securities, Inc..

We have audited the accompanying statement of financial condition of Newport Group Securities,
Inc. as of December 31, 2005, and the related| statements of incorﬂe, stockholders' equity, and cash
flows for the year then ended that you are filing pursuant to rule 17a-5 under the Securities
Exchange Act of 1934. These financial statements are the responsibility of the Company's
management. Our responsibility is to express/an opinion on these|financial statements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America. Those standards|require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation.

We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Newport Group Secuntles Inc. at December 31, 2005, and the results of its
operations and its cash flows for the yea’r then ended in conformlty with accounting principles
generally accepted in the United States of America.

QOur audit was conducted for the purpose jof forming an opinion on the basic financial statements
taken as a whole. The supplementary information mcluded in Schedule I is presented for the
purpose of additional analysis and is not/ a required part of the basic financial statements, but is
,upplementary information required by Rule 17a-5 under the Securities Exchange Act of 1934
| J

Such information has been subjected to the auditing procedures applied in the audit of the basic
ﬁnancial statements and, in our opinion, is fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

T-LA\AM' XW,(/JU"’”L"# AM, /)-/4

Orlando, Florida
February 3, 2006



NEWPORT GROUP SECURITIES, INC.

Statement of Financial Condition

December 31, 2005

Assets

Cash
Receivables
Prepaid assets

Total assets

Liabilities and Stockholders' Equity

Liabilities:
Accrued commissions
Other liabilities

Total liabilities

Stockholders' equity:
Common stock, $1.00 par value, 2,000 shares authorized,
100 shares issued and outstanding
Additional paid-in capital
Retained earnings

Total stockholders' equity
Total liabilities and stockholders' equity

See the accompanying notes to financial statements.
4

$ 2,550,655
1,650,441
78,413

$ 4,279,509

$ 452,532
95,172

547,704

100
11,067
3,720,638

3,731,805

3 4,279,509




NEWPORT GROU{P SECURITIES, INC.

Statement of Income

For the year ended December 3 1, 2005

Revenues:

Commission income $ 10,170,705
Investment advisory 1,844,974
Fee income 190,480
Interest 82,234
Administrative fee 31,845
Other income 17,785

Total revenues : 12,338,023

Expenses:

Salaries 2,712,709
Commissions 2,218,423
Professional fees and services 343,030
Rent and utilities 217,641
Investment advisory 208,934
Travel and entertainment 194,540
Taxes 149,188
Employee benefits ‘ 120,809
Insurance : 78,507
Regulatory fees and assessments 69,433
Other operating expenses 54,183
Computer supplies and expenses 42,886
Office supplies and expenses ;’ 28,137
Education and seminars 21,062

Total expenses ‘ 6,459,482

Net income $ 5,878,541

See the accompanying notes to financial statements.
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NEWPORT GROUP SECURITIES, INC.
Statement of Stockholders' Equity

For the year ended December 31, 2005

Additional Total
Common paid-in Retained stockholders’
stock I capital earnings equity
|
Balances, December 31, 2004 $ 100 11,067 1,342,097 1,353,264
Stockholder distributions, at
$35,000 per share - - (3,500,000)  (3,500,000)
Net income - - 5,878,541 5,878,541
Balances, December 31, 2005 $ 1}‘00 11,067 3,720,638 3,731,805

See the accompanying notes to financial statements.



NEWPORT GROUP SECURITIES, INC.

Statement of Cash Flows

For the year ended December 31, 2005

Cash flows from operating activities:
Net income ‘
Adjustments to reconcile net income to net cash

provided by operating activities:
Increase in receivables
Increase in prepaid assets
Increase in accrued commissions.
Decrease in other liabilities

Net cash provided by operating activities

Cash flows from financing activities:
Stockholder distributions

Net increase in cash

Cash at beginning of year
Cash at end of year

See the accompanying notes to financial statements;

$ 5,878,541

(25,127)

(38,797)
5,851

(242,108)

5,578,360

(3,500,000)

2,078,360

472,295

$ 2,550,655




(1) Summary of Significant Accounting Policies
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NEWPORT GROUP SECURITIES, INC.
Notes to Financial Statements

December 31, 2005

Nature of Business

Newport Group Securities, Inc. (the "Fompany") s a limi‘ted broker/dealer and registered
investment advisor. When acting as a limited broker/dealer, its marketing and sales
activities are devoted primarily to variable life insurance aﬁd mutual funds used as funding
vehicles within corporate sponsorecfl employee benefit programs. As a registered
investment advisor, the Company pro:wdes advice on similar investment strategies. The
Company's target clients for these products and servicesJare publicly held corporations,

large private companies and certain high net worth individuals. The Company's marketing
and sales activities are conducted on a nation-wide basis.

Revenue Recognition

Insurance product transactions (and related commission revenue and expenses, if
applicable) are recorded when the und‘erwrlters notify the Company that related premiums
were collected. Any adjustments to commissions which may result from cancellations or

other adjustments are recorded in the p‘aeriod the underwriters notify the Company.

The Company recognizes revenue ratably over the contrac‘t period for investment advisory
fees based upon a percentage of the assets under management or on a flat-fee basis as

provided per contractual agreement.
Mutual fund fee income is recorded on trade date.
Income Taxes
The C_ompany has‘elc‘ecfted to l_)e treTated as an "S" (_:onporation for tax purposes and,
accordingly, any liability for income taxes rests with| the stockholders and not the

Company.

Use of Estimates

The preparatlon of financial statements in conformity with accounting principles generally
accepted in the United States of Amerxca requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses du‘r‘mg the reporting périod. Actual results could differ

from these estimates.
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NEWPORT GROUP SECURITIES, INC.

Notes to Financial Statements

Net Capital Requirements

The Company is subject to the Securities a‘nd Exchange Commission Uniform Net Capital Rule
("Rule 15¢3-1") which requires the maintenance of minimum |net capital and requires that the -
ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. At

December 31, 2005, the Company had‘ net capital, as deﬁned of $2,464,398, which is
$2,427,885 in excess of its required net capltal of $36,513. At December 31, 2005, the ratio of
aggregate indebtedness to net capital was .22 to 1.

The Company claims exemption from Rule 15¢3-3 under paragraph (k)(2)(1) of the Rule.

There were no material differences between the computation of net capital under Rule 15a3-1
included in the unaudited FOCUS report and the audited c‘ornputatlon of net capital. No

reconciliation is required.

Related-Party Transactions

On December 1, 2003, the Company entered into two separate expense sharing arrangements

with The Newport Group, Inc. and the N‘ewport Group of Nonh Carolina, Inc. (collectively,

~ "Newport Group") whereby Newport Group will permit the Company to market and distribute

its products and services from Newp‘ort Group's facilities used in conjunction with

Newport Group's business, subject to requbursement of the expenses associated with such use.

Such expenses include but are not limited to: rent, office supplies, telephone, postage, facsimile

and copying equipment, travel and emert#inment, dues, and subscriptions; 2) Newport Group
will provide the Company with professioqal support services as it may require to conduct and
administer its operations including but not limited to: executive, administrative, accounting,

clerical, legal and sales services; and 3) act as paymaster to those personnel employed by
Newport Group and providing services to the Company. The term of this agreement is one
year and is renewable for successive one‘-year terms unless terminated by either party upon
written notice. During 2005, the Compan‘y incurred $3,569, 734 in expenses related to its cost
sharing agreements. At December 31, 2005, the statement of financial condition includes a net

receivable of $17,281 due from the Newport Group, Inc.
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NEWPORT GROUP SECURITIES, INC.

Notes to Financial Statements

Contingencies

The Company has entered into agreements with certain underwnters of major life insurance
contracts whereby the termination of the 1 insurance and annu1ty-based variable products by the
customers, for any reason other than matunty of the contqacts will result in commission
chargeback expense to the Company. The amount of any chargeback would be determined
based upon a decreasing percentage and the last contract year completed by the customer over
a two to twelve-year period dependmg‘ upon the individual life insurance carrier. The
Company is not aware of any existing chargeback's and based on prior experience has not

provided for any chargeback accrual.

The United States Securities and Exchange Commission ("SEC") is conducting an
investigation of the Company. The investigation has focused on the C ompany's sales of certain
corporate-owned variable universal life 1nsurance policies u‘sed to fund participant-directed
deferred compensation plans. The SEC'S staff issued a "Wells Notice" on or about June 15,
2005 indicating a preliminary intention to bring an enforcement action against the Company.
On July 15, 2005, the Company submitted a detailed respon‘se arguing that no enforcement
action against it is warranted. This was followed by a m‘eetmg with the SEC's staff on
November 9, 2005 during which the partxe‘s discussed their respectlve positions. The Company
followed this meeting with a further detalled written submxssmn and has not received a
response from the SEC. While the result of this mvestlgatlon cannot be predicted with
certainty, it is unclear as to whether the SEC's staff will recor‘nmend an enforcement action to
the Commission. If the SEC's staff does recommend and the Commission institutes an
enforcement action, the Company will vxgorously defend that action. Given the uncertain
status of this matter, management presently cannot evaluate the likelihood of an unfavorable

outcome or estimate the range of any potential loss.

10
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NEWPORT GROUP SECURITIES, INC. Schedule I

Computation of Net Capital Under Rule 15¢3-1 of the

e o]
Securities and Exchange Commission

December 31, 2005

Net Capital

Stockholders' equity, per statement of financial |condition $ 3,731,805
Less non-allowable assets: ‘
Commissions and other receivables, net of accrued commissions 1,188,994
Prepaid assets ‘ 78,413
Net capital $ 2,464,398
Aggregate Indebtedness
Accrued commissions $ 452,532
Other liabilities 95,172
Total aggregate indebtedness $ 547,704
Computation of Basic Net Capital Requirements
Computation of basic net capital requirement:
Minimum dollar net capital required $ 36,513
Net capital in excess of minimum required by SEC Rule 15¢3-1(a) $ 2,427,885
Ratio of aggregate indebtedness to net capital | 22to0 1

12




Auditor's Report on Internal Control
Required by SEC Rule 17a-5

To the Board of Directors
Newport Group Securities, Inc.

In planning and performing our audit of the financial statements and supplemental schedule of
Newport Group Securities, Inc. (the "Company") for the year ended December 31, 2005, we

considered its internal control, including contrPl activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on internal control.

Also, as required by Rule 17a-5(g) (1) of the Securities and Exchange Commission (the "SEC"), we
have made a study of the practices and procedures followed by the Company including tests of such
practices and procedures that we considered relevant to the objectxves stated in Rule 17a-5(g) in
making the periodic computations of aggregate indebtedness (or aggregate debits) and net capital
under Rule 17a-3(a)(11) and for determining eomphance with the exemptive provisions of Rule
15¢3-3. Because the Company does not carry securities accounts for customers or perform custodial
functions relating to customer securities, we did [not review the practices and procedures followed by

the Company in any of the following:
(1) Making quarterly securities examinations, counts, verifications, and comparisons

(2) Recordation of differences required by Rule 17a-13

(3) Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsﬂ)le for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this

responsibility, estimates and judgments by management are required to assess the expected benefits
and related costs of controls and of the practlces and procedure‘s referred to in the preceding
paragraph and to assess whether those practices and procedures can ble expected to achieve the SEC's
above-mentioned objectives. Two of the objectives of internal control and the practices and
procedures are to provide management with reasonable but not absolute assurance that assets for
which the Company has responsibility are safeguarded against loss from unauthorized use or
disposition and that transactions are executed 1n accordance with managements authorization and
recorded properly to permit the preparation of \ financial statement‘s in conformity with generally
accepted accounting principles. Rule 17a-5(g) lists additional objectlves of the practices and

procedures listed in the preceding paragraph.




Because of inherent limitations in internal control or the practices and procedures referred to above,
error or fraud may occur and not be detected. |Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or

that the effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily dlSClOSC all matters in internal control
that might be material weaknesses under standards established by the American Institute of Certified
Public Accountants. A material weakness is a condition in which the design or operation of the
speciﬁc internal control components does not reduce to a relatlvely: low level the risk that error or
fraud in amounts that would be material in relatlon to the financial statements being audited may

oceur and not be detected within a timely, perxo‘d by employees in the normal course of performing
their assigned functions. However, we noted no matters involving the internal control, including

procedures for safeguarding securities, that we consider to be material weaknesses as defined above.

|

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequateI for its purposes in accordance
with the Securities Exchange Act of 1934 and related regulations, and that practices and procedures
that do not accomplish such objectives in all material respects indicate a material inadequacy for
such purposes. Based on this understanding :and on our study, we believe that the Company's
practices and procedures were adequate at December 31, 2005, to meet the SEC's objectives.

This report is intended solely for the use of t‘he Board of Dlrectors management, the SEC, the
National Association of Securities Dealers, \ and other regulatory agencies which rely on
Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers
and dealers, and is not intended to be and should not be used by anyone other than these specified
parties.

Teddo, T ot Wi & Asroedso, P-4

Orlando, Florida
February 3, 2006




